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City and County of Homolul

MOODY'S ASSIGNS AA3 RATING AND Al RATIUG TO THE CITY AND COUNTY OF HONOLULU’S
WASTEWATER SYSTEM REVENUZ BONDS, SENTIOR LIEN AND JUNIOR LIEN, RESPECTIVELY.
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Moody'’'s Rating

Isaue Rating
Wastawatay System Revenuse Bonds, Senior Lien, Series 19938 AaZz
Sale Amount $52,195,000.00

Expectad Sale Date 12/09/98
Rating Description Wastewater System Revanue 3onds,
8enior Lien

Waetewater System Raevenue Bonds, Junior Lien, Series 1998 Al
S8ale Amount $262,496,634.00
Expectad 8ale Data 12/09/98
Rating Description Wastewater Syatem Revenue Bonds,
Junior Lien

NEW YORK, December 4, 1998 -- Moody's has asslgned an Aa3 rating to the City
and County of Henolulu's Wastawater System Senior Lien Revenua Bonds and an Al
rating to Wastewater System Junior Lien Revenue Bonds. The rating assignmenta
are based on favorable coverage of debt service requirements provided by
existing revenues, the projection of manageable rate incrsases to meet
targeted coverage lsvela, and the fundamentally strong economic base served by
the wastewatsr enterprise. Alsc noted in the rating assignment are the
syatem’s capital plans which will require significant additional borrowings.
However, despite theése borrowing plana, Mcody's sxpects that the system will
succesefully achieve the conservative debt and financial operating policies
formally adopted by the systam’s governing dboard. Honolulu's general
cbligation honde axe rated Aa2.

EXISTING SYEBTEM REVENUES PROVIDE FAVORABLE DEBT SERVICE COVERAGE.

The current offerings are secured by a pledge of net revenues of the
wastewater aystem with existing nat revenues providing favorable coverage of
peak debt service requirements. Net pledged revenues for f£iscal years 1957 and
1968 provide 13.1 and !1.3 times coverage of paak debt service on the genior
lien bonds, respectively. Covaerage on the combined maximum dabt service
requirementa for both the senior lien and junior lisan bonds equals 1.7 times
and 1,5 timea, respectively, for these years. The long-term projections
provided by system management illustrate that coverage lavels will remain
satisfactory at more than 2 times and 1.5 times on the senior and junicr lian
bonds, reepectively, over the next ten years.

SYSTEM SERVES LARGE, DIVERSIFIED AND PRIMARILY RESIDENTIAL CUSTOMER BASE.



The systam providas waszewater eervices for Oahu with approximately 70X of the
island'a 840,000 population being served by the system. The custocmer base is
diversified with residantial users reprasenting more than 70X of tha system's
revenuea while the ten largest customers account for less than 3% cf the flow.
4 number of small private wastawator aystams alse serve some greas of Honolulu
with & combined average volume of 4,1 million gallcns par day (MGD) compared
to the Honolulu system which handles an avarage of 114.8 MGD, The system
operates eight waetewater treatment plante serving an arsa of approximataly
$00 square miles. The design cavacity of axisting facilities equals 144.2 MGD
while the projectad flow in 2020 is axpected to aqual 148.95 MGD. Tha aystam
currently provides sacondary treatment for 287 of the wastewater flow while
the remainder 1a traated only to the primary levil. Whila sewer service rates
ave relatively high, at 8404 annuually for typlcal residentisl cugtomers, it is
noteworthy that combined water and sevwer rates are more comparable to the
bille of urban syatems on the mainland. Futura rates are projected te increase
by 3% annually in f£iscal yeaxs 2000 and 2001, 3.8% annually in 2002 and 2003,
4.6% annually in 2004 and 2005, and S.4% annually in 2006 and 2007.

SBUBSTANTIAL CAPITAL IMPROVEMENT PLANS TO ADDRESS REGULATORY CONCEZRNS.

Since 1991, the Envircnmental Protection Agency, the 8tate of Hawsil, and
ssveral anvironmental groups have filled variouns legal and regulatory actione
against the City and County of Honolulu alleging viclations of the federal
Clean Water Act and several cof the permits held by the wastewater dapartment,
Honolulu has antered into four consent decreeas, in counaction with the
settlement of these actione, which establish a required compliance achedule
for project implementation. The consent decrees requirs Honolulu, amcng cther
things, to rehabilitate and axpand certain existing facilitiae and to
conatruct new facilities. In addition to actions taken to date, the wastewater
department has developed capital improvement plans covering perioda of five,
ten and twaenty years, in parf, te comply with the exleting consent decreea.

The eystem's twenty-year capital improvement program identifies approximataly
$1.7 billion in preojects. Beyond addresaing the coneent dscrees, the
long-range capital program will alsc meet safety and public health, permit
compliance, aystam expansion and rellability lssuee. Mansgemant reports that
of the overall program approximately 25% of the prcjecte represent
discreticnary projects. Capital expenditurses over the next fiva-year period
are astimated to equal $340 million which will be directed to ths collection
system (652), trestment planta (25%) and reclamaticn proiects (10Z2). The
capital program will be financed from the proceeds of senior lien bond
offerings and will inc¢lude a pay-za-you-ge compeonent sxpectad to squal
approximately 15% annually which will be darived from excess net xevenuea and
wastewatsr system facility charges (which are not pledgad to bond repaymant).
Future senior liesn bond offerings sre anticipated to equal $30 million in
fiscal 2000, 850 millionm in f£iscal 2001 and $85 millicn in both fiscal 2002
and 2003,

EVOLVING STATE AND FEDERAL REGULATIONS CREATES LEVEL OF UNCERTAINTY REGARDING
CAPITAL PLANS.

As with other waetewater treatment systems, the City and County of Honoclulu
faces evolving atate and fedaral regulations on rreatment and diescharge
standarda. The potential for stricter standards in the future adde a measure
of uncertainty tc the eystem’e future capital needs and additional borrowing
plans beyond thoee currently contemplated by management. However, Mcoody’s
believes that tha phased aspecta of the system’s twenty-vear capital
improvement program will provide management with a fair degree of flexibilicy
to addreess potantial future changas in regulatcry raquiresmenta.



CURRENT OFFERINGS WILL FUND INITIAL FHASE OF CAPITAL PROGRAM AND REFUND
REIMBURSABLE GENERAL OBLIGATION BONDS.

The proceeds of the eanlor lien bond cffering will finance s portion of the
five-year capital improvement program. The proceeds cf the junior lien bond
offering will be sppiied to refund approximately $217.8 million of general
obligation bonds lsauad by the City and County for wastswater gystem purpcaes.
The refunding will allow Honolulu to achieve a more level debt service profile
and mors clegely match the term of its debt with the useful life of the
wvagtewater facllities finenced from such debt. The refunding will also achilevas
a more palatable rate increase pattern for customers. While the extansion of
exlating debt service 1a not a favorable debt management practice, Moody’s
peliaeves this restructuring is apprepriate given the aforementioned benefite
along with management’s deeirs to éstablish the wastawater syetem ag a
self-supporting anterprise operated without preperty tax support. The
refunding will retirse the majoricy of the outstanding wastewatar ganaral
obligation debt with approximataly $125 million principal smount of dbonde
continuing to remaln outstanding. This cutstanding balance is expscted to be
further reduced through the application of $20 million of the operating and
maintenance raeserve in the current flacal year. The debt service om the
general obligation bends 1le pald from monies from the city's Ceneral Fund
which, pursuant to state law, can be reimbursed fiom net systam revenuas, The
reimbursable general obligation bonds, as well as the dabt service con the
system’s atate revolving fund lcanse, are secured dy & lien on net syatem
revenues which 1s subordinate to the lien created by the junicor lien bonda.

PAIRLY STANDARD LEGAL PROVISIONE BOLSTERED BY ADOPTION COF FORMAL FTINANCIAL
POLICIES BY GOVERNING BOARD.

Lagal provisions include covenants to maintain a Debt Sarvice Reserve Fund,
equal to maximum annual debt service requlirements, on both liens of bonde and
stipulate the mailntenance of rates and charges sufficiant tc generate net
revenues at laast equal to 1.2¢ times the amount needed tc pay debt service on
the senior lien bonds and 1.10 times on combinad senior ané junlor lian debt
service. A aimllar covenant 18 provided for the issuance ¢f additional parity
bonds under both liens although officials report that all future berrowings
will be iseued through the senlor lien.

The bond ccvenant provisicns are significantly bolatcered by the formal
adoption of conservative debt and financial operating policies by the city
council which require compliance with annual targets of 1.6 times coverage on
the senior lien boncdse and 1.25 timee on all bonde. In addition, the city
couneil resoclutiecn incerporates a favorable three month operating and
maintenance resarve fund policy which will serve to insulate the system from
unexpected eventa. Mcody’s expects that the syetem will comply with these more
stringent operating pcliclas as opposed to the lavels stipulated by the legal
covenanta of the bond documwents.

CUTLOCK

A stable rating outlock 1s based on the sexpectation that, despite the presence
of significant future borrowing plane, the system will maintain the
coneervative financial and debt policies stipulated by city council
reaclution., Furthearmore, Moody’s expects that future debt issuancea will de
managed prudently ro ensure the continuation of debt meassures which are
comparable with other highly-ratad entarprise syatema.

ANALYSTS



- Ronald Junker, Analysat, Public Finence Greup, Moody’s Investors Service
Rennath Rurtz, Backup Analyst, Public Finance Group, Moody's Investora Servics

CONTACTS
Journalists: (212) S$53-0376
Resesrch Clientasi: (212) 553-1625



